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,QWURGXFWLRQ
2QHRIWKHPRVWVLJQLILFDQWHIIHFWVRIORFDOJRYHUQPHQWLQVWLWXWLRQDOUHIRUPVLVWKHJHQHUDWLRQRIQHZFRQGLWLRQV
IRU WKH LQWHUDFWLRQ DPRQJ GRPLQDQW DFWRUV 7KH XSJUDGLQJ RI FRPSHWHQFHV IRU ORFDO DQG UHJLRQDO JRYHUQPHQWV
SURYLGHV WKH SRWHQWLDO IRU UHJXODWLYH SROLFLHV LQ WKHLU SURYLQFHV :ROOPDQ  &KRQLDQRSRXORV  /RFDO
DGPLQLVWUDWLRQVDFTXLUH MXULVGLFWLRQV WKDWHQDEOHFRRSHUDWLRQZLWK ORFDO ILUPVZKLFKRQ WKHLU WXUQFDQGULYH WR WKH
LPSURYHPHQWRIORFDOOLYLQJVWDQGDUGV,QVWLWXWLRQDOUHIRUPVUHVKDSHWKHVWUDWHJLHVRIORFDODFWRUVDVQHZFRQGLWLRQV
IRUFRRSHUDWLRQDUHHPHUJHG7KHLPSOHPHQWDWLRQRILQYHVWPHQWVEHFRPHVORFDOL]HGDVWKHWUDQVIHURIVHUYLFHVIURP
FHQWUDO JRYHUQPHQW WR ORFDO DGPLQLVWUDWLRQ WDNHVSODFH5HJLRQDO GHYHORSPHQW WDNHV DVSHFWV RI LQWHUDFWLRQ DPRQJ
ORFDODFWRUVLQWHUPVWKDW WKHILQDORXWFRPHRIWKLVG\QDPLFLQWHUSOD\LVWUDQVIRUPHGDVDQLQSXWRIORFDOHFRQRPLF
FLUFXLW
7KHDLPRIWKLVSDSHULVWRDVVHUWDPHWKRGRORJ\WKDWHVWLPDWHVWKHLPSDFWRIORFDODFWRUV¶FRRSHUDWLRQGXULQJWKH
LPSOHPHQWDWLRQRIDUHIRUPRQUHJLRQDOGHYHORSPHQW0RUHVSHFLILFDOO\WKHUHVHDUFKTXHVWLRQVWKDWWKHSDSHUDLPV
WRDQVZHUDUHWKHIROORZLQJ:KDWLVWKHVXIILFLHQWFRQGLWLRQIRUDWWUDFWLQJLQYHVWPHQWLQDUHJLRQ"DQG8QGHU
ZKDW FRQGLWLRQV LQWUDUHJLRQDO FRRSHUDWLRQ DPRQJ DJHQWV DQG LPSOHPHQWDWLRQ RI ORFDO JRYHUQPHQW¶V LQVWLWXWLRQDO
UHIRUPVLPSDFWRQLQYHVWPHQWV¶DWWUDFWLRQ"7KHPHWKRGRORJ\IRFXVHVRQWKHOHYHORILQWHUDFWLRQDPRQJPDLQDFWRUV
RIDUHJLRQSULPDULO\ORFDOJRYHUQPHQWVDQGILUPV$VLJQDOJDPHLVHPSOR\HGLQRUGHUWRUHDOL]HWKHEDVLFRSWLRQV
RIWKHLQWHUDFWLRQVWUDWHJLHVWKDWDUHDGRSWHGE\DILUPDQGORFDOJRYHUQPHQW
5HFHQWVWXGLHVKDYHWXUQHGWKHLU LQWHUHVWRQWKHH[DPLQDWLRQRIUHJLRQDOGHYHORSPHQWE\WKHHOHPHQWVRI*DPH
7KHRU\6WHLQDFNHU)HLRFN	3DUN6DUDIRSRXORVHWDO7KHLU ILQGLQJVUHYHDO WKDW WKHG\QDPLF
LQWHUSOD\DPRQJORFDOGRPLQDQWDFWRUVLVUHSURGXFHGRQWKHJURXQGVRIFRRSHUDWLRQDQGFRQIOLFW7KHHQJDJHPHQWRI
ORFDODFWRUVLQWRFRPPRQO\DFFHSWHGVWUDWHJLHVLPSOLFLWO\GHFODUHVWKDWWKHLUDWRPLFLQWHUHVWLVDVVRFLDWHGZLWKVRFLDO
ZHOIDUH
+RZHYHU WKHUH LV D ODFN RI LQWHUHVW LQ WKH OLWHUDWXUH DERXW WKH LPSRUWDQFH RI VLJQDOV LQ WKH LQWUDUHJLRQDO
LQWHUDFWLRQ6LJQDOJDPHVGHWHUPLQHFOHDUO\WKHRSWLRQVIRUDFWRUVDVWKH\SURYLGHJXDUDQWHHVDERXWWKHSURFHHGLQJV
RI HDFK VHSDUDWH FKRLFH  $FWRUV KDYH WKH SRWHQWLDO WR VHOHFW WKHLU VWUDWHJLHV GXH WR H[LVWHQW SRVVLELOLWLHV DQG WR
IRUHFDVWWKHLUSD\RIIV2VERUQ	5XELQVWHLQ*LEERQV,QWKHJDPHWKDWLVSUHVHQWHGEHORZILUPGHFLGHV
WRLQYHVWLQDVSHFLILFUHJLRQRQO\DIWHUWKHZHLJKLQJRISRVVLEOHHTXLOLEULD
7KLVSDSHULVDUWLFXODWHGDVIROORZV,Q6HFWLRQOLWHUDWXUHUHYLHZIRFXVHVRQUHOHYDQWVWXGLHVRI*DPH7KHRU\LQ
UHJLRQDO GHYHORSPHQW ,Q 6HFWLRQ  D VLJQDO JDPH LV LQWURGXFHG DV D PHWKRGRORJLFDO WRRO RI XQGHUVWDQGLQJ WKH
RSWLRQVRI LQWUDUHJLRQDOFRRSHUDWLRQ)LQDOO\ LQ6HFWLRQ FRQFOXVLRQVDUHFRQVWLWXWHGDQGSROLF\ LPSOLFDWLRQVDUH
SURSRVHG

/LWHUDWXUH5HYLHZ

*DPHVDQGUHJLRQDOGHYHORSPHQW

*DPHWKHRU\SURYLGHVVWURQJLQVLJKWVDERXWWKHLQWHUDFWLRQDPRQJVWDFWRUVZLWKGLIIHUHQW LQWHUHVWV6WXG\LQJWKH
GHWHUPLQDQW RI HTXLOLEULXP LQ HFRQRPLF V\VWHP WKURXJK JDPHV LV VXEVWDQWLDO VLQFH WKH SRVVLELOLWLHV DERXW LWV
PDWHULDOL]DWLRQDUHPRUHYLVLEOHHYHQZKHQDV\PPHWULFLQIRUPDWLRQLVWKHFDVH$EUHXHWDO(VSHFLDOO\LQWKH
ILHOGRIWZRDFWRUJDPHVFRRSHUDWLRQFDQEHWUDQVIRUPHGDVDFUXFLDOLQSXWRIHTXLOLEULXP1DVK
7KHNH\SRLQWQHYHUWKHOHVVLVWKHFRQVROLGDWLRQRIDVWDEOHHTXLOLEULXPSRLQWWKDWSURPRWHVVRFLDOZHOIDUH6RFLDO
ZHOIDUH DFFUXHV ZKHQ WKH DFFRPSOLVKPHQW RI 3DUHWR RSWLPXP FRLQFLGHV ZLWK 1DVK HTXLOLEULXP 0DVNLQ 
8QGHUWKLVRSWLRQWKHLQWHUHVWVRILQGLYLGXDOVDUHLGHQWLILHGE\LPSURYHPHQWRIORFDOOLYLQJVWDQGDUGV7KHDGRSWLRQ
RI VWUDWHJLHV E\ ORFDO GRPLQDQW DFWRUV WKDW XSJUDGH ORFDOZHOIDUH JHQHUDWHV WZRIROG RXWFRPHV2Q RQH VLGH WKH
LPSURYHPHQW RI WKHLU ZHOIDUH WDNHV SODFH ZKHUHDV RQ WKH RWKHU WKH SURVSHFW RI GHYHORSPHQW DGYDQFHV WKH
PXOWLSOLFDWLYHIXQFWLRQRIHFRQRPLFFLUFXLW)XUWKHULWVKRXOGEHQRWLILHGWKDWGHORFDOL]DWLRQRILQYHVWPHQWVFDQOHDG
WRGHWHULRUDWLRQRIVRFLDOZHOIDUH.DORJHUHVLV	/DPEULDQLGLV
5HJLRQDOHFRQRPLFGHYHORSPHQWKDVEHHQVWXGLHGLQWKHOLWHUDWXUHWKURXJKRXWWKHXVHRIJDPHWKHRU\HOHPHQWV
E\LQWHUSUHWLQJOLQHDUDQGQRQOLQHDUVRSWLRQLQUHJLRQDOV\VWHPV5RVVHU,QWKHIRUHRIDQDO\VLVVWDQGVWKH
LQWHUDFWLRQDPRQJGRPLQDQWORFDOUHJLRQDODFWRUVDQGLWVLPSDFWRQORFDOHFRQRPLFDFWLYLW\(OOLV	5RJHUV
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)RQWLQL)HLRFN	3DUN2SWLRQVRIFRRSHUDWLRQDPRQJILUPVDQGORFDOJRYHUQPHQWUHGXFHWUDQVDFWLRQ
FRVW FRXQWHUZHLJKW XQFHUWDLQW\ DQG DV D UHVXOW SURPRWH ORFDO SURVSHULW\ +D]DNLV 	 ,RDQQLGLV  7KH
DWWUDFWLRQRILQYHVWPHQWFDQEHDPDWWHURIFRPSHWLWLRQEHWZHHQQHLJKERULQJORFDOJRYHUQPHQWVWKDWWU\WRLPSURYH
WKHWHUPVRIORFDOGHYHORSPHQW6WHLQDFNHU(VSHFLDOO\ZKHQORFDOJRYHUQPHQWVDFTXLUHPRUHDGPLQLVWUDWLYH
UHVSRQVLELOLWLHVLQWHUJRYHUQPHQWDOFRQWHVWFDQEHLQWHQVLILHG6DUDIRSRXORVHWDO7KHUHIRUHWKHSHULRGMXVW
DIWHUWKHLPSOHPHQWDWLRQRIDORFDOJRYHUQPHQWLQVWLWXWLRQDOUHIRUPLVRISURIRXQGLPSRUWDQFHIRUORFDOGHYHORSPHQW
,QVWLWXWLRQDOUHIRUPVRIORFDOJRYHUQPHQWFUHDWHQHZFRQGLWLRQVRIFRRSHUDWLRQDPRQJORFDODFWRUVE\UHVFKHGXOLQJ
ORFDODJHQGD$SSDUHQWO\ORFDOGHYHORSPHQWEHFRPHVDPDWWHURILQWHUDFWLRQDPLGORFDODFWRUVDQGWKHFKDOOHQJLQJ
IHDWXUHOLHVRQWKHWUDQVPLVVLRQRIVLJQDOVWKDWJXDUDQWHHSD\RIIV

6LJQDOJDPHVDQGLQWHUDFWLRQRIDFWRUV

6LJQDO JDPHV KDYH EHHQ XVHG LQ WKH OLWHUDWXUH DV WRROV RI VWXG\LQJ WKH G\QDPLF LQWHUSOD\ EHWZHHQ DFWRUVZLWK
GLYHUVH LQWHUHVWV 7KH FRQWULEXWLRQ RI VLJQDO JDPHV WR HFRQRPLF WKHRU\ VWDQGV LQ WKH UDWLRQDO GLVWULEXWLRQ RI
LQIRUPDWLRQ DPRQJ DJHQWV 5LOH\  8VLQJ YHULILHG VLJQDOV FRPPXQLFDWLRQ EHFRPHV PRUH FRQILGHQW DQG
SLWIDOOVRIFKHDSWDONDYRLGHG6DOO\
'LIIHUHQWILHOGVRIHFRQRPLFDFWLYLW\KDYHEHHQIRUPHGE\VLJQDOJDPHV6LJQDOJDPHVDUHHPSOR\HGJHQHUDOO\LQ
WKHVWXG\RI ILQDQFLQJ LQYHVWPHQWVSURMHFWZKHUH WKHVLJQDO UHIHUV WRVHFXULWL]DWLRQRI WKHSODFHGIXQGV0\HUV	
0DMOXI 2Q WKH RWKHU KDQG VLJQDOV FDQ EH XVHG E\ ILUPV LQ RUGHU WR JXDUDQWHH DERXW WKH TXDOLW\ RI WKHLU
SURGXFWV *URVVPDQ  RU E\ LQGLYLGXDOV WKDW VKDSH WKHLU VWUDWHJLHV LQ LQVXUDQFHV PDUNHWV 5RWKVFKLOG 	
6WLJOLW]/DERUPDUNHWLVDOVRDYHU\FKDUDFWHULVWLFILHOGZKHUHVLJQDOLQJFRQFHUQVWKHPDWFKLQJRIHPSOR\HHV
TXDOLILFDWLRQZLWKZDJHV 6SHQFH ,QDGGLWLRQ VLJQDOJDPHVDUHXVHG LQPDFURHFRQRPLFSROLF\ LQRUGHU WR
ZHLJKWWKHLPSDFWRIQRPLQDOSROLF\RQLQIODWLRQDQGDVDVHTXHQFHRQJURZWK%DUUR
7KH WUDQVPLVVLRQ RI LQIRUPDWLRQ WKURXJKRXW VSHFLILF FKDQQHOV IDFLOLWDWHV GHFLVLRQ PDNLQJ DQG XSJUDGHV WKH
SURVSHFWVRIHTXLOLEULXP$NHUORI*UHHQ	6WRNH\6LJQDOVDUHFUXFLDOLQWDQJLEOHLQSXWVRIHFRQRPLF
SURFHVV VHUYLQJ DV KHGJLQJ LQVWUXPHQWV SDUWLFXODUO\ ZKHQ DJHQWV RSHUDWH LQ GLIIHUHQW VRFLRHFRQRPLF EUDQFK
6RFLHWDOUHODWLRQVFDQEHWLHGWKURXJKRXWUHSHDWHGVLJQDOVVHQWE\DFWRUVZLOOLQJWRFRRSHUDWH+XWWHJHU7KLV
RSWLRQLVPRUHSRVVLEOHZKHQWKHDFWRUVRIWKHJDPHKDYHWKHLUKHDGTXDUWHUVLQWKHVDPHHFRQRPLFVSDFHRUDWOHDVW
WKHVSDWLDOGLVWDQFHEHWZHHQWKHPLVQHJOLJLEOH=ROOPDQ
,QWUDUHJLRQDOFRRSHUDWLRQKDVEHHQHYROYHGLQODVWGHFDGHVDVDYLEUDQWGHWHUPLQDWHRIUHJLRQDOGHYHORSPHQW'HL
2WWDFL0DVNHOO0DOHFNL(QWHUSULVHVORFDOJRYHUQPHQWVUHJLRQDOXQLYHUVLWLHVDQGH[SHULHQFHG
VRFLDO RUJDQL]DWLRQV DUH WKH EDVLF DJHQWV RI UHODWLRQDO HFRQRPLF SURFHVV &RJQLWLYH FRRSHUDWLRQ DPRQJ WKHP
DGYDQFHV VRFLDO FRKHVLRQ DQG UHSURGXFHV HIIHFWLYHO\ VRFLDO FDSLWDO 8QGHU WKLV SHUVSHFWLYH ORFDO DJHQWV RXJKW WR
DGRSWWKHPRVWFRQWDJLRXVVLJQDOVLQRUGHUWRLPSURYHWKHWHUPVIRUWUXVWHVWDEOLVKPHQWLQORFDOHFRQRPLFVSDFH
7KHJDPH
7KHFRQVWUXFWLRQRIWKHJDPH

,QWKLVVHFWLRQDVLJQDOJDPHEHWZHHQDORFDOJRYHUQPHQWDQGDILUPLVSUHVHQWHG7KHVFHQDULRRIWKHJDPHLVWKH
IROORZLQJ

x 7KHJDPHLVWDNLQJSODFHMXVWDIWHUWKHLPSOHPHQWDWLRQRIDORFDOJRYHUQPHQWLQVWLWXWLRQDOUHIRUP
x $ ILUP WKDW LV HVWDEOLVKHG LQ UHJLRQ L LV LQWHUHVWHG LQ UXQQLQJ DQ LQYHVWPHQW LQ WKH WHUULWRU\
,QYHVWPHQWKDVDVWDQGDUGSD\RIIZKLFKLVH[SUHVVHGE\ILUP¶VXQLW\SURILW
x 7KH ORFDO JRYHUQPHQW RI UHJLRQ L LV WKHSULPDU\ ORFDO DGPLQLVWUDWLYHERG\ ,WV EDVLF WDVN LV WKH
HIIHFWLYH H[HFXWLRQ RI ORFDO JRYHUQPHQW LQVWLWXWLRQDO UHIRUP 3D\RII IRU ORFDO JRYHUQPHQW LV
GHQRWHGE\UHJLRQDOHFRQRPLFGHYHORSPHQWSOXVLWVSURVSHFWRIUHHOHFWLRQ
x 7KH VLJQDO RI WKH JDPH LV WKH DELOLW\ RI ORFDO JRYHUQPHQW RI UHJLRQ L WR LPSOHPHQW HIIHFWLYHO\
ORFDOJRYHUQPHQWLQVWLWXWLRQDOUHIRUP7KHJDPH¶VVLJQDOIXQFWLRQVDVJXDUDQWHHIRUILUPWKDW LWV
SD\RIIZLOOEHLQFUHDVHGZLWKWKHHIILFLHQWLPSOHPHQWDWLRQRILQVWLWXWLRQDOUHIRUP,QRWKHUZRUGV
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VXFFHVVIXOLPSOHPHQWDWLRQRIDORFDOJRYHUQPHQWLQVWLWXWLRQDOUHIRUPLVGHWHUPLQHGQRWRQO\E\WKH
HIILFDF\RIORFDOJRYHUQPHQWEXWE\WKHLQWUDUHJLRQDOFRRSHUDWLRQRIORFDODFWRUVDVZHOO

)LUP LQWHQGV WR UXQ DQ LQYHVWPHQW SURMHFW LQ WKH UHJLRQ L EXW LWV LQIRUPDWLRQ DERXW WKH HIILFLHQF\ RI ORFDO
JRYHUQPHQW LV QRW SHUIHFW 7KH FRVW RI WKH LQYHVWPHQW LV HTXDO WR F  6SHFLILFDOO\ ILUP GRHV QRW NQRZ DERXW WKH
DELOLW\RIORFDOJRYHUQPHQWWRH[HFXWHWKHUHIRUPDQGDVDVHTXHQFHQDWXUHGHFLGHVDERXWWKHGLUHFWLRQRIWKHJDPH
/RFDO JRYHUQPHQW VKRXOG VHQG D VLJQDO WR ILUP LQ RUGHU WR FODULI\ WKH VWDWH RI DIIDLUV ,W LV QRWLILHG DOVR WKDW WKH
HIIHFWLYHLPSOHPHQWDWLRQRIORFDOJRYHUQPHQWLQVWLWXWLRQDOUHIRUPJHQHUDWHVKLJKHUSD\RIIVIRUERWKDFWRUV7KHIRUP
RIWKHVLJQDOJDPHLVSRUWUD\HGLQILJXUHEHORZ



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7KHSD\RIIVRIWKHJDPH

$FFRUGLQJWRWKHIRUPDWLRQRIWKHJDPHILUPKDVWZRRSWLRQVLHWRUXQWKHLQYHVWPHQWZKHQORFDOJRYHUQPHQW
H[HFXWHVTXLWHHIILFLHQWO\ WKH UHIRUPDQGWRLQYHVWZKHQORFDOJRYHUQPHQWLPSOHPHQWVOHVVHIILFLHQWO\WKHUHIRUP
7KHVLJQDODERXWWKHHIILFLHQF\RIORFDOJRYHUQPHQWLV P ZKLFKLVDYDULDEOHWKDWPHDVXUHVWKHDELOLW\RIDORFDO
JRYHUQPHQWWRHQDFWDQLQVWLWXWLRQDOUHIRUP6DUDIRSRXORVHWDO/RFDOJRYHUQPHQWWUDQVPLWVWKHVLJQDO P WR
ILUP WKURXJKRXW LWV RUGLQDU\ RSHUDWLRQ 0RUHRYHU LI WFS   LQ WKH QHW XQLW JDLQ RI WKH LQYHVWPHQW DQGPRUH
VSHFLILFDOO\ IS GHQRWHVWKHSULFHRIWKHSURGXFW F LWVFRVWVDQG LW WKHWUDQVDFWLRQFRVWRILQYHVWPHQWLQUHJLRQL
)RUORFDOJRYHUQPHQW LLUJL SX W LVLWVEDVLFSD\RIIZKHUH LX LVWKHOHYHORIORFDOSURVSHULW\ LUJS LVWKHSROLWLFDO
JDLQ IRU ORFDO JRYHUQPHQW DIWHU WKH LPSOHPHQWDWLRQRI LQYHVWPHQW DQG LW PHDVXUHV WKH WUDQVDFWLRQ FRVW RI ORFDO
DGPLQLVWUDWLRQ+D]DNLV	,RDQQLGLV6DUDIRSRXORVHWDO
1DWXUH
/*RY
/*RY
)LUP
)LUP
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7KHFRQVWLWXWLRQRI E LVWKHPRVWLPSRUWDQWSURFHVVRIWKHJDPH,WLVDSDUDPHWHUWKDWHVWLPDWHVWKHFRRSHUDWLRQ
OHYHODPLGORFDODJHQWVLQWRWDO0RUHVSHFLILFDOO\ E FRQVLVWVRIWKHIROORZLQJ

x E  ZKLFKPHDVXUHV WKH GHYHORSPHQW RI VRFLDO FDSLWDO LQ D UHJLRQDO XQLW\ EHIRUH DQG DIWHU WKH
LPSOHPHQWDWLRQRIDORFDOJRYHUQPHQWLQVWLWXWLRQDOUHIRUP
x E ZKLFKFRXQWVWKHOHYHORIFRRSHUDWLRQDPRQJILUPVDQGORFDOJRYHUQPHQWVEHIRUHDQGDIWHU
WKHPDWHULDOL]DWLRQRIWKHUHIRUPV
x E ZKLFKFDOFXODWHVWKHOHYHORIFRRSHUDWLRQDPRQJPXQLFLSDOXQLWLHVRIDUHJLRQDOXQLW\EHIRUH
DQGDIWHUWKHLPSOHPHQWDWLRQRIDUHIRUP

7KHUHIRUHFRRSHUDWLRQYDULDEOHVFDQEHZULWWHQDV

   E E E E    

DQGDFFRUGLQJWRWKHUHOLDQFHRI E ¶VWRWKHLPSOHPHQWDWLRQRIWKHUHIRUPFDQEHUHZULWWHQDV

          E P E P E P E P    

,W FDQ EH XQGHUVWRRG E\  WKDW WKH OHYHO RI FRRSHUDWLRQ SDUDPHWHU LV D IXQFWLRQ RI WKH HIILFLHQF\ RI ORFDO
JRYHUQPHQWLQVWLWXWLRQDOUHIRUP
7KHVLJQDORIWKHJDPHLV P DQGILUPWDNHVLWVGHFLVLRQGXHWRWKHFDSDFLW\RIORFDOJRYHUQPHQWWRLPSOHPHQWWKH
UHIRUP)LUPKDVQRWSHUIHFWLQIRUPDWLRQDERXWWKHUHDOOHYHORI P DQGDVDVHTXHQFHKDVWZRRSWLRQV7KHILUVWOLHV
LQWKHFDVHWKDWORFDOJRYHUQPHQWUXQVTXLWHHIILFLHQWO\WKHUHIRUP +P KLJKOHYHORIUHIRUPLPSOHPHQWDWLRQ1RGH
$GHQRWHVWKHLQWHJUDWLRQRIORFDOJRYHUQPHQWLQWKHJDPHDQGQRGH.JLYHVWZRFKRLFHVWRWKHILUPWRLQYHVWDQG
QRWWRLQYHVW:KHQILUPLQYHVWVLWVSD\RIILV

  + I L8   S F W E     

DQGZKHQILUPGHFLGHVWRZLWKGUDZIURPLWVLQYHVWPHQWSODQVUHFHLYHV

 8  L F   

7KHUHOHYDQWSD\RIIVIRUORFDOJRYHUQPHQWLV

 L + L UJ L8   X S P W     
DQG

  + L L8   X P W    

UHVSHFWLYHO\

7KHVHFRQGSDWKRIWKHJDPHLVGHWHUPLQHGE\WKH /P ORZOHYHORIUHIRUPLPSOHPHQWDWLRQ/RFDOJRYHUQPHQW¶V
DVVLPLODWLRQLQWKHJDPHLVGHQRWHGE\QRGH%DQGILUP¶VGHFLVLRQPDNLQJE\QRGH/7KHLQYHVWPHQWJLYHVKHUHWR
WKHILUP

  / I L8   S F W E     
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
DQGLWVQRQPDWHULDOL]DWLRQ

 8  L F   

/RFDOJRYHUQPHQWUHFHLYHV

 L / L UJ L8   X S P W     

LQWKHILUVWFDVHDQG

  / L L8   X P W    

LQWKHVHFRQG

$VLWLVDQDO\]HGEHORZWKHYDULDEOHWKDWGHWHUPLQHVWKHHTXLOLEULXPRIWKHJDPHLV P DVLPSOLFLWO\LVVXSSRVHG
WKDW P  LV SRVLWLYHO\ FRUUHODWHG ZLWK E   +LJK OHYHOV RI P  VLJQDOV WKDW ORFDO JRYHUQPHQW LPSOHPHQWV TXLWH
HIILFLHQWO\WKHUHIRUPDQGHYLGHQWO\DFRJQLWLYHIUDPHZRUNRIFRRSHUDWLRQLQWKHDPDOJDPDWHGXQLWLHVLVGHYHORSHG
,QRWKHUZRUGVZKHQ P LQFUHDVHV E LVKLJKHUDQGILUP¶VLQYHVWPHQWHDUQVKLJKHUSD\RIIV
/RFDOJRYHUQPHQWVKDYHPRWLYHVWRH[HFXWHHIILFLHQWO\WKHUHIRUPVDVWKHLUSROLWLFDOIHDWXUHGHSHQGVRQWKHOHYHO
RI SROLWLFDO JDLQHG REWDLQHG +LJK OHYHOV RIP  DGYDQFH WKH SD\RIIV RI ORFDO JRYHUQPHQW DV ORFDO SURVSHULW\ DQG
SROLWLFDO JDLQ LQFUHDVH 7KLV SURFHVV FRPSUHVVHV XSZDUG WKH YDULDEOH RI ORFDO FRRSHUDWLRQ ILUP UHFHLYHV PRUH
$FFRUGLQJWRWKHPRGHOSUHVHQWHGDERYHORFDOJRYHUQPHQWVDQGILUPVDUHERWKZLQQLQJWKURXJKRXWWKHFRRSHUDWLYH
H[HFXWLRQRIDUHIRUP

7KHVXIILFLHQWFRQGLWLRQ

)LUPZLOOFKRRVHWRUXQWKHLQYHVWPHQWLIWKHIROORZLQJLQHTXDOLW\LVYDOLG

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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LQYHVWPHQWWDNHVSODFHLI
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$FFRUGLQJ WR  LQYHVWPHQW KDV VLJQLILFDQW FKDQFHV WR RFFXU QRWZKHQ + /E Et  EXWZKHQ WKHYDULDEOH RI
LQWUDUHJLRQDOFRRSHUDWLRQLVDERYHWKHULJKWKDQGVLGHRI7KLVPHDQVWKDWWKHGHFLVLRQWRLQYHVWLVQRWDVVLPSOH
DVLWVHHPVEXWLQFRQWUDVWLWGHSHQGVGLUHFWO\RQWKH E DQGLQGLUHFWO\E\ P 8QGHUWKLVSHUVSHFWLYHGHQRWHV
WKHVXIILFLHQWFRQGLWLRQIRULQYHVWPHQWLQWKHUHJLRQ
(TXLOLEULXP LQ WKH JDPH VWDQGV ZKHUH LQYHVWPHQW WDNHV SODFH DV VSLOO RYHU HIIHFWV DUH JHQHUDWHG E\ ORFDO
PXOWLSOLHUV ,Q WKHFDVHRI QRFRRSHUDWLRQ WKHDEVHQFHRI LQYHVWPHQW VXSSRUWVHFRQRPLF VWDJQDWLRQ LQ ORFDO VSDFH
7KH NH\ YDULDEOH LV P  IRU WKH UHDVRQ WKDW LWV LQFUHDVH LPSURYHV LQWUDUHJLRQDO FRRSHUDWLRQ  E  DQG DGYDQFHV
SROLWLFDOJDLQ UJS  E DVZHOO
7KH LQWHUHVWLQJSRLQW KRZHYHU LV WKDWGXH WR  LQWUDUHJLRQDOFRRSHUDWLRQPXVWH[FHHGDFULWLFDOYDOXH7KLV
PHDQVWKDWFRRSHUDWLRQDPRQJORFDODFWRUVVKRXOGEHLQUHODWLYHO\KLJKOHYHOVRWRDFWDVDVLJQDORIJXDUDQWHHIRU
WKHSRWHQWLDOLQYHVWRU/DVWEXWQRWOHDVWSROLWLFDOJDLQKDVLWVRZQFRQWULEXWLRQLQWKHHIIHFWLYHH[HFXWLRQRIORFDO
JRYHUQPHQW LQVWLWXWLRQDO UHIRUP HYHQ DQG ZKHUH WKHUH LV QR SURVSHFW RI UHHOHFWLRQ )RU LQVWDQFH D UHJLRQDO
JRYHUQPHQWWKDWZLOOQRWFODLPLWVUHHOHFWLRQLVQRWPRELOL]HGE\DQ\SROLWLFDOJDLQWRFKRRVHFRRSHUDWLRQ(YHQLQ
WKLVFDVHLWVVXFFHVVRUVKDYHWKHSRWHQWLDOWRLPSOHPHQWHIILFLHQWO\WKHLQVWLWXWLRQDOUHIRUPVRWRDWWUDFWLQYHVWPHQWV
WKURXJKRXWFRRSHUDWLRQVWUDWHJLHV

&RQFOXVLRQV)XWXUH5HVHDUFK

&RQFOXVLRQVDQG3ROLF\,PSOLFDWLRQV

&RRSHUDWLRQ DQG LQWHUDFWLRQ RI ORFDO DFWRUV KDYH HPHUJHG DV D FUXFLDO YDULDEOH LQ UHJLRQDO GHYHORSPHQW
HVSHFLDOO\DIWHU WKHZLWKGUDZDORIFHQWUDOVWDWH IURPUHJXODWRU\SROLFLHV -HVVRS5RRODKW7KLVSDSHU
WULHG WR SUHVHQW D PHWKRGRORJ\ LQ RUGHU WR HVWLPDWH WKH LPSDFW RI ORFDO JRYHUQPHQW LQVWLWXWLRQDO UHIRUPV LQ
FRRSHUDWLRQDPRQJGRPLQDQWDFWRUVRI ORFDOHFRQRPLFFLUFXLW $FFRUGLQJ WR WKHHTXLOLEULXPRI WKHJDPHKLJKHU
OHYHOV RI FRRSHUDWLRQ DPLG ORFDO LQVWLWXWLRQDO DFWRUV LQFUHDVH WKH SRVVLELOLW\ IRU HFRQRPLF JURZWK (IIHFWLYH
H[HFXWLRQ RI WKH UHIRUP E\ ORFDO JRYHUQPHQW VLJQDOV WKDW ORFDO DFWRUV KDYH DGRSWHG FRKHVLYH VWUDWHJLHV RI
FRRSHUDWLRQ DQG UHVSHFWLYHO\ 0RUHRYHU WKH SURVSHFW RI UHHOHFWLRQ IRU ORFDO JRYHUQPHQW LV GHWHUPLQHG E\ LWV
FDSDELOLW\ WR LPSOHPHQW HIILFLHQWO\ WKH LQVWLWXWLRQDO UHIRUP 7KH DGYDQFHPHQW RI E FRHIILFLHQW WKURXJKRXW
FRRSHUDWLRQVWUDWHJLHVFDQEHDQRSWLPDOFKRLFHE\ORFDOFRPPXQLW\)XUWKHUWKHVXFFHVVIXOLPSOHPHQWDWLRQRIORFDO
JRYHUQPHQW LQVWLWXWLRQDO UHIRUPE\ UHJLRQDO DGPLQLVWUDWLYHXQLWV HQKDQFHV WKHSURVSHFW RI ELQGLQJ ORFDO DFWRUV LQ
FRPPRQO\ DFFHSWHG VWUDWHJLHV &RQYHUVHO\ WKH HQJDJHPHQW RI ILUPV WR IUHH ULGHU VWUDWHJLHV ZLOO VXVSHQG WKH
SHUVSHFWLYHRI ORFDO GHYHORSPHQW ,Q WKHJDPHSUHVHQWHG DERYH WKHSULPDU\ VLJQDO LV JLYHQE\ ORFDO JRYHUQPHQW
ZKLFKLWVEDVLFPRWLYHWRDFWFRRSHUDWLYHO\LVUHHOHFWLRQ
.DOOLNUDWHV UHIRUP /DZ  LV FHUWDLQO\ D YLEUDQW RSSRUWXQLW\ IRU ODJJHG UHJLRQV WR FRQIURQW XQHYHQ
GHYHORSPHQW.DOOLNUDWHVSODQ IRU ORFDOJRYHUQPHQW VXFFHHGHG.DSRGLVWULDVSODQ /DZE\JHQHUDWLQJ
FRQGLWLRQV IRUFRRSHUDWLRQDPRQJORFDODFWRUV7KHSDWKGHSHQGHQFHRI.DSRGLVWULDVSODQFDQEHH[SORLWHGIRUWKH
H[FKDQJHRINQRZOHGJHDQGLQYHVWPHQWVDPRQJORFDOJRYHUQPHQWVILUPVVRFLHWDOLQVWLWXWLRQVDQGXQLYHUVLWLHV7KH
DIRUHPHQWLRQHG LQVWLWXWLRQDO UHIRUPV LQ *UHHFH WUDQVIHUUHG VLJQLILFDQW FRPSHWHQFHV IURP FHQWUDO JRYHUQPHQWV WR
GHFHQWUDOL]HG XQLWV 7KH PRVW LPSRUWDQW RI WKHVH LQFOXGH VSDWLDO SODQQLQJ DQG ORFDO HQWUHSUHQHXUVKLS VXSSRUW
'RXEWOHVVO\ FXUUHQW HFRQRPLF FULVLV LV DQ LPSHGLPHQW RI WKH HIIHFWLYH LPSOHPHQWDWLRQ RI.DOOLNUDWHV%XW RQ WKH
RWKHUKDQGWKHUHLVDQRSSRUWXQLW\IRUWKHHQKDQFHPHQWRIFRRSHUDWLRQDPRQJWKHDIRUHPHQWLRQHGORFDODFWRUVDQG
VHTXHQWLDOO\IRUWKHH[SORLWRIORFDOFRPSDUDWLYHDGYDQWDJHV
&RQFOXVLYHO\UHJLRQDOGHYHORSPHQWFDQEHVKDSHGE\WKHFRPELQHGIXQFWLRQVRIORFDOSROLWLFDOHFRQRP\3ROLF\
LPSOLFDWLRQVVKRXOGIRFXVLWVSULRULWLHVRQWKHLPSURYHPHQWRIWHUPVIRULQWUDUHJLRQDOFRRSHUDWLRQ7KHNH\HOHPHQW
LV WKH LQWHJUDWLRQ RI GLYHUVLILHG LQWHUHVWV RI ORFDO DJHQWV LQ FRPPRQO\ DFFHSWHG VWUDWHJLHV 7KH HVWDEOLVKPHQW RI
FRRSHUDWLRQFXOWXUHLQORFDOLVVXHVFDQIXQFWLRQDVIXQGDPHQWDOVLJQDORIORFDOZHOIDUHLPSURYHPHQW


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
6XJJHVWLRQVIRU)XUWKHU5HVHDUFK

7KHUREXVWQHVVRIJDPHSUHVHQWHGDERYHZLOOEHWHVWHGHPSLULFDOO\LQWKHIXWXUH0HDVXULQJ E ZLOOEHWKHPRVW
LPSRUWDQW LVVXHRIHTXLOLEULXP¶VHPSLULFDODVVHVVPHQW&RQFXUUHQWXVHRISULPDU\DQGVHFRQGDU\GDWDFDQVXSSRUW
WKHPHWKRGRORJ\RIIXWXUHUHVHDUFK)XWXUHUHVHDUFKVKRXOGVWXG\WKHWHUPVWKDWGHWHUPLQHWKHFRPSRVLWLRQRIORFDO
FRRSHUDWLYHVWUDWHJLHV$VHDFKUHJLRQKDVLWVYHU\RZQFKDUDFWHULVWLFV6WRUSHU	9HQDEOHV6XQOH\
WKHPHDVXUHPHQW RI E  DQG P YDULDEOHV FDQ LQWHJUDWH FRRSHUDWLRQ VWUDWHJLHV LQWR ORFDO HFRQRPLF FLUFXLW DQG DV D
VHTXHQFH WR HVWLPDWH WKHLU LPSDFW RQ LQYHVWPHQW DWWUDFWLRQ ,Q DGGLWLRQ WKH HPSLULFDO WHVW RI WKHPRGHO SUHVHQWHG
DERYH RXJKW WR WDNH LQWR DFFRXQW WKH VWUXFWXUH RI LWV PDUNHW LQ RUGHU WR XQGHUVWDQG WKH GLIIHUHQW RSWLRQV RI
HTXLOLEULXP
8QGHU WKLV SHUVSHFWLYH IXWXUH UHVHDUFK PLJKW H[DPLQH WKH GHWHUPLQDWLRQ RI HTXLOLEULXP IRU VDPH JRRGV LQ
GLIIHUHQW UHJLRQV 7KH LQWHJUDWLRQ RI E  DQG P YDULDEOHV LQ WKH DQDO\VLV FDQ SURYLGH VWURQJ LQVLJKWV DERXW WKH
GLYHUVH LPSDFW WKDW FRRSHUDWLRQ DQG UHIRUP LPSOHPHQWDWLRQ H[HUFLVH XSRQ LQYHVWPHQWV GXH WR VSDWLDO FRQWH[W
0RUHRYHUWKHUHVHDUFKDERXWWKHSRWHQWLDODVVRFLDWLRQEHWZHHQWKHDIRUHPHQWLRQHGYDULDEOHVFDQH[WUDFWVLJQLILFDQW
RXWFRPHVRILQYHVWPHQW¶VDWWUDFWLRQ
/DVWEXWQRWOHDVWIXUWKHUUHVHDUFKRQWKHFRQVWLWXWLRQRI E YDULDEOHLVQHFHVVDU\$VVRFLDOFDSLWDOLQWUDUHJLRQDO
FRRSHUDWLRQDPLGILUPVDQGORFDOJRYHUQPHQWVDQGLQWUDUHJLRQDODVVRFLDWLRQDPRQJORFDOJRYHUQPHQWVKDYHFUXFLDO
LQIOXHQFHRQHTXLOLEULXPLWZRXOGEHXVHIXOWRVWXG\WKHWHUPVWKDWXSJUDGHUHFLSURFLW\DQGWUXVW$VDVHTXHQFHLW
ZRXOGEHHDVLHUIRUDJHQWVWRXQGHUVWDQGWKHVSHFLDOLPSRUWDQFHWKDWHDFKVLJQDOKDV




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